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A report by the UN's Economic Commission for Latin America and the Caribbean (ECLAC)
shows that the Central American economies rebounded last year from the economic slowdown
that gripped the region in 1996. A jump in export earnings largely fueled by record coffee prices
plus a marked increase in private investment, account for much of the rebound. Nevertheless,
the economic upturn has not trickled down to the poor majority, which suffers from high
unemployment and deteriorating standards of living. In 1996, most of the six Central American
countries including Panama but excluding Belize registered marked economic slowdowns. Low
world prices for the region's principal exports, poor weather in some nations, and strict fiscal and
monetary policies aimed at controlling inflation were the central causes (see NotiCen, 01/30/97).
In 1997, however, all the isthmian nations demonstrated substantial economic recovery, leading
to a 4% average regional growth rate, nearly two percentage points more than in 1996. Nicaragua
registered the highest growth in the region for the second year in a row. The economy grew by
5% last year, a small decline from the 5.5% increase in 1996. Honduras had the second strongest
performance with a 4.5% growth rate, up from 3.5% in 1996.
Both Guatemala and El Salvador achieved 4% growth rates in 1997, a noteworthy rebound from
1996, when their economies slowed to 3% and 3.5%, respectively. Still, output in both countries
remains substantially below the hefty growth rates achieved in the early 1990s, especially in El
Salvador, where annual growth averaged more than 6% from 1992-1995. Costa Rica experienced the
largest recovery last year, with growth climbing from the 0.6% decline reported in 1996 to a 2.5%
increase in 1997.
Costa Rica's economy had been slowing since 1994, when the GDP peaked at 4.3%. Between 1995
and 1996, the economy slipped from recession into depression, but the recovery that began last year
has brought the GDP back to 1995 levels. Finally, in Panama, ECLAC reported a 4% growth rate last
year, a hefty increase over the 2% registered in 1996 and its largest rate of expansion since 1994.
Exports, increased foreign investment fueled growth
Last year's rebound was stimulated largely by an increase in exports. The region benefitted from
high world prices for many traditional and nontraditional products, particularly coffee, still the
biggest foreign-exchange earner in most Central American countries. Coffee prices peaked at US
$3.00 per pound in late May, the highest level in 20 years. Although prices fell sharply in June, they
hovered between US$1.60 and US$2.00 per pound throughout most of the year. In contrast, in 1996
prices remained below US$1.10 per pound, contributing to the economic slowdown that year (see
NotiCen, 03/13/97).
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The six nations earned US$1.958 billion from coffee exports in the 1996-1997 harvest, a 25% jump
compared with the previous cycle. Although market prices accounted for most of the boom, the
region also benefitted from bigger harvests. The six countries produced 15.8 million quintals last
year, 3% more than in the 1995-1996 harvest. In addition to coffee, prices for bananas another
traditional export product and fish goods also were up. And, exports from maquila plants grew
markedly last year, particularly in El Salvador. All told, the Inter-American Development Bank (IDB)
estimates that export income for the five Central American Common Market countries (excluding
Panama) grew by nearly 16% in 1997, to more than US$10 billion.
El Salvador and Guatemala both reported record income last year, with exports expanding by 33%
and 30%, respectively. A significant increase in foreign and domestic investment in most of the
countries also aided recovery. Privatization programs and free-market reforms are luring investors
to the isthmus. In Panama, for example, the sale of key state industries such as telecommunications,
railroads, and ports contributed to the economic rebound.
And in Nicaragua, the government says its free-trade accord with Mexico led to a surge in foreign
investment (see NotiCen, 09/25/97). "Poor countries like ours have little to lose and much to gain
by opening the economy to trade and investment," said Nicaraguan Economy and Development
Minister Noel Sacasa. Finally, given the success of previous stabilization policies, some countries
relaxed state monetary controls to foment growth. In Guatemala, for example where inflation fell
below 10% last year interest rates for loans dropped from 22.4% in late 1996 to 16.4% in November
1997.
Rebound has not benefitted poor majority
Notwithstanding the economic upturn, the recovery has yet to improve living conditions in Central
America, where all countries suffer from high unemployment and widespread poverty. In general,
ECLAC says high growth rates throughout Latin America and the Caribbean last year had an almost
insignificant impact on employment levels. In Nicaragua, officials estimate that open unemployment
currently affects 14.6% of the economically active population (EAP), while underemployment affects
between 30% and 37%. Independent groups, however, say un- and underemployment affect more
than 60% of Nicaragua's EAP.
In El Salvador and Guatemala, officials estimate more than half the working-age population is either
without a job or without full-time work. Moreover, labor and human rights organizations around
the region say free-market reforms are eroding workers' rights while undermining conditions in
the workplace. "There is a clear deterioration, above all of labor rights," said Daniel Camacho,
coordinator of the Comision para la Defensa de los Derechos Humanos en Centroamerica. "One
example is the maquiladoras, which are a type of modern slavery with extremely long workdays,
tight supervision, and strictly controlled time allotted even for satisfying physiological necessities."
Camacho says labor laws are also being overturned through contracts for work at home and other
means, which lead to loss of benefits such as vacations and Christmas bonuses.
In addition, participation in labor unions is plummeting. In Nicaragua, the number of unions fell
from a peak of 2,223 in 1990 to less than 1,000 by year-end 1997. Meanwhile, a report by the UN
Development Program (UNDP), released in late 1997 estimates that 60% of the nearly 35 million
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people in Central America now live below the poverty line, while 30% are considered "extremely
poor." In the northern countries, poverty is much more acute. In Guatemala and Honduras, 80% and
70% of the population, respectively, live in poverty.
The UNDP study also shows a high concentration of wealth in all the countries. In Guatemala, the
poorest 20% of the population shares just one-twentieth of the country's wealth, while the richest
20% holds 54%. In El Salvador, the poorest 20% has 2% of the wealth, compared with the 60%
enjoyed by the wealthiest sector. "The regressive distribution of income is still one of the biggest
social problems in the region," said ECLAC executive secretary Gert Rosenthal at a conference
in December to present the UN report on economic performance. "As a result, more than half
the population is not affected by figures showing macroeconomic improvements." [Sources:
Reuter, 09/18/97, 10/23/97, 12/17/97; Prensa Libre (Guatemala), 12/18/97, 12/23/97; Diario de Hoy (El
Salvador), 12/24/97; Inter Press Service, 07/21/97, 10/16/97, 12/19/97, 12/26/97, 01/02/98; Notimex,
10/20/97, 10/30/97, 11/30/97, 12/03/97, 12/15/97, 12/16/97, 12/18/97, 01/05/98, 01/14/98; Spanish news
service EFE, 11/06/97, 01/15/98; Prensa Grafica (El Salvador), 12/21/97, 01/02/98, 01/19/98]
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